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SUMMARY    OF    RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include 
a  listing  of  all  recommendations  together  with  a  notation  as  to 
whether  the  agency  concurs  or  does  not  concur  with  each  recommen- 
dation. This  listing  serves  as  a  means  of  summarizing  the  recom- 
mendations contained  in  the  report  and  the  audited  agency's  reply 
thereto  and  also  as  a  ready  reference  to  the  supporting  comments. 
The  full  reply  of  the  Department  of  Institutions,  Central  Office,  is 
included   in   the  back  of  this   report. 
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1        Obtain   an   integrated   accounts   receivable 

and   billing   system.  6 

Agency    Reply:      Concur.      See  page  33. 

2A     Develope  and   enforce  a   policy    requiring 
each   institution   to  submit  patient   service 
information  on   a   timely   basis   to  allow 
prompt   billings.  7 

Agency   Reply:      Concur.      See  page  33. 

2B     Ensure  staffing   is   adequate  to  enter  sub- 
mitted data   in  a  timely  manner.  7 

Agency   Reply:      Concur.      See  page  33. 

3        Establish   a   record    retention   schedule   in 
accordance  with   state   policy  for  document- 
ing  support  of  service  costs.  8 

Agency   Reply:      Concur.      See   page  33. 

4A     Actively   pursue  collection  of  accounts.  9 

Agency   Reply:      Concur.      See  page  33. 

4B     Separate   inactive  accounts  with   a   remote 
chance  of  collection   in   a   reasonable  per- 
iod of  time  and   not   record   the   receivables 
in   the  accounting   system.  9 

Agency    Reply:      Partially  concur.      See  page  34. 

5       Maintain   accurate  account   receivable   ledgers.  10 

Agency   Reply:      Concur.      See  page  34. 
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6  Refer  collection   problems  to   their   legal 
counsel   and,    when   necessary,    the  State 

Auditor's  Office.  10 

Agency   Reply:      Concur.      See  page  34. 

7  Return   $15,478  to  the  state  General    Fund 
for   indirect  cost   recoveries  above   the 
appropriation.  12 

Agency   Reply:      Concur.      See  page  34. 

8  Implement  procedures  for  agreeing  SBAS 
to  the  fixed  asset  accounting  system  and 
for  properly   recording   purchases   in   a 

timely  manner.  13 

Agency   Reply:      Concur.      See  page  34. 

9  Not  loan   federal   grant  funds.  15 

Agency   Reply:      Concur.      See  page  35. 

10  Either  submit  reports  by  the  due  date 
or  obtain  approval  from  the  grantor  to 
extend  the  due  date.  16 

Agency   Reply:      Concur.      See  page  35. 


GENERAL 

We  performed  a  financial/compliance  audit  of  the  Department 
of  Institutions,  Central  Office,  for  the  fiscal  years  ending  June  30, 
1981  and  June  30,  1982.  The  objectives  of  our  audit  were  to: 
(1)  determine  if  the  financial  statements  of  the  department  present 
fairly  its  financial  position  and  results  of  operations  for  the  fiscal 
years  ending  June  30,  1981  and  June  30,  1982;  (2)  determine  if 
the  department  complied  with  applicable  state  and  federal  laws  and 
regulations;  (3)  make  recommendations  for  the  improvement  of 
management  and  internal  controls;  and  (4)  determine  whether  prior 
audit  recommendations   have  been  effectively  implemented. 

We  thank  the   Department  of   Institutions'   staff  for  their  cooper- 
ation and  assistance  during  our  audit. 
BACKGROUND 

The  Department  of  Institutions,  Central  Office,  oversees  the 
operations  for:  Warm  Springs/Galen  State  Hospital,  Montana  Vet- 
erans' Home,  State  Prison,  Mountain  View  School,  Pine  Hills  School, 
Boulder  River  School  and  Hospital,  Montana  Center  for  the  Aged, 
Swan  River  Youth  Forest  Camp,  Eastmont  Training  Center,  and  the 
Women's  Prison.  The  office  also  coordinates  alcohol  and  drug 
treatment  through   local   treatment  centers. 

Revenues   at   the   department  were  approximately  $2  million   and 
$1.4  million  during   (iscal   years   1980-81   and   1981-82.      Approximately 
$1.5  million     and     $1.3  million     of     these     totals     were     from     federal 
sources.       In    addition     to    revenues    the    department    also    received 
transfers    of    approximately    $2  million    each    year   from   alcohol    taxes 


and  $8  million  from  the  state  General  Fund  to  support  administra- 
tion, drug  and  alcohol  treatment,  mental  health,  and  corrections 
programs.  * 

REIMBURSEMENTS 
Background 

The  Department  of  Institutions  is  required  by  law  to  collect 
and  process  per  diem  and  ancillary  payments  for  the  care  of  resi- 
dents  in   the  following   institutions: 

1.  Warm  Springs/Galen  State  Hospital; 

2.  Boulder   River  School   and   Hospital; 

3.  Montana   Veterans'   Home; 

4.  Montana  Center  for  the  Aged;    and 

5.  Eastmont  Training   Center. 

The  department  bills  for  these  services  based  on  the  patient's 
ability  to  pay.  Services  are  billed  in  the  following  priority: 
1)  Medicare,  2)  private  insurance,  3)  resident  or  guardian,  and 
4)  Medicaid.  During  fiscal  year  1981-82  approximately  $9  million 
was  collected  for  services  rendered  to  over  1,200  residents. 
Accounting  for   Reimbursements 

The  department  operates  what  is  known  as  the  Automated 
Billing  and  Accounts  Receivable  System  (ABARS).  The  system 
does  not  automatically  create  billings  or  provide  usable  account 
receivable  information.  This  system  essentially  functions  as  a  tool 
for  matching  services  rendered  at  the  various  institutions  with  a 
standard  cost  of  performing  the  service.  Each  institution  records 
services  on  various  forms  which  are  sent  to  the  central  office  in 
Helena  where  they  are  entered  into  the  system.  ABARS  sorts  the 
services    by    resident,     matches    the    service    to    the    standard    cost 
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of    performing    the    service,    and    prints    an    itemized    statement    for 
each   resident. 

Department  employees  manually  review  each  statement  and 
adjust  based  on  insurance  coverage  and  the  patient's  ability  to 
pay.  After  this  review,  billings  are  prepared  for  each  resident 
and   sent  to  responsible  parties. 

The  department  has  a  separate  ledger  system  which  tracks 
who  was  billed  for  which  services  and  provides  account  receivable 
information.  The  department  maintains  four  ledger  types,  one  for 
each  of  the  following  responsible  parties;  Medicare,  private  insur- 
ance, resident  or  guardian,  and  Medicaid.  As  the  first  responsible 
party  denies  payment,  department  employees  remove  the  unpaid 
services  from  the  first  ledger  and  enter  the  information  on  the 
next  ledger  in  priority  until  all  sources  are  exhausted.  Due  to 
the  volume  of  data  these  procedures  are  time  consuming.  Depart- 
ment employees  currently  are  converting  the  posting  of  these 
ledgers  to  a  computerized  system  that  uses  ABARS  computer  files 
as  source  information. 
--Ledger  Organization 

The  ledgers  list  detailed  billings,  collections,  and  account 
receivable  balances  for  each  resident.  They  are  not  arranged  to 
allow  easy  determination  of  services  that  have  been  reimbursed. 
The  ledgers  list  information  in  chronological  order  by  entry 
date.  Due  to  untimely  submission  and  entry  of  input  documents 
and  partial  payments  of  claims,  using  the  ledgers  to  analyze 
account  balances   is  not  possible. 


To  determine  if  a  particular  service  has  been  paid  the  ledger 
must  be  scanned  for  payments  covering  that  date  of  service. 
Since  many  claims  are  only  partially  paid  it  is  extremely  difficult  to 
reconcile  service  charges  to  payments.  For  example  ledgers  will 
show  a  $70  collection  on  $100  of  services  billed  an  insurer.  Unless 
the  insurance  company  identifies  which  services  they  are  paying, 
employees  can  not  be  sure  what  services  are  or  are  not  covered 
and  paid. 

To  determine  the  status  and  age  of  the  account  balance, 
employees  must  manually  go  through  the  ledgers  analyzing  all 
billings  and  collections.  We  noted  for  many  of  the  accounts  we 
attempted  to  confirm,  department  employees  could  not  reconcile 
amounts,  explain  the  status  of  unpaid  amounts,  or  arrive  at  the 
unpaid  balance  for  selected  month's  services. 
--State  Accounting  System 

Because  of  inability  to  get  complete  account  receivable  informa- 
tion    the     state     accounting     system     does     not     accurately     disclose 
accounts    receivable    for    the    various    institutions.      The   department 
employees    estimated    accounts    receivable   at    fiscal    year-end    1981-82 
based  on  the   ledgers. 

In  our  audit,  we  worked  with  reimbursement  employees  at  the 
Centra!  Office  recalculating  these  balances.  While  reviewing  the 
Galen  State  Hospital  ledgers  we  noted  the  same  charges  were 
recorded  in  resident/guardian  ledgers  and  also  in  ledgers  for  other 
responsible  parties.  This  double  recording  resulted  in  overstating 
ledger  receivable  totals  by  approximately  $63,000.  Other  recalcula- 
tions   resulted     in    adjustments    to    the    various    institution    financial 


statements   to   properly    reflect   accounts   receivable  and   uncollectible 
accounts   receivable. 

We    noted    reimbursement   section    employees   do   not   understand 
accounting    principles   or  the  state  accounting  system.      The  depart- 
ment  should    either   provide   training    to  these  employees  or  transfer 
the  accounting  calculations  to  its  accounting  section. 
--Integrated   System 

The  department  needs  an  integrated,  functioning  account 
receivable  and  billing  system.  This  system  should  be  capable  of 
producing  billing  information  and  posting  billed  and  collected 
amounts  to  ledgers.  It  should  also  be  able  to  match  responsible 
parties  with  amounts  owed   based  on   priority. 

Reports  should  give  information  relating  to  amounts  billed, 
who  was  billed,  when  they  were  billed,  amounts  collected  or 
removed  from  the  bill  by  adjudication,  and  agings  of  amounts  billed 
and  not  collected  with  details  of  who  is  responsible.  Collections  on 
the  integrated  system  should  agree  with  receipts  reported  on  the 
state  accounting  system.  Differences  between  billed  amounts  and 
collections  should  provide  account  receivable  information.  Aging 
reports  would  allow  employees  to  follow-up  on  overdue  accounts 
and  also  provide  a  basis  for  estimating  uncollectible  accounts  and 
writing  off  those  with   remote  chances  of  collectibility. 

Many  states,  insurers,  and  hospitals  account  for  reimburse- 
ment of  services  through  sophisticated  systems.  The  department 
should  contact  these  entities  and  analyze  their  systems  for  applic- 
ability with  the  department  requirements.  Based  on  this  analysis, 
the  department  should  purchase  or  develop  an  integrated  accounts 
receivable  and   billing   system. 


RECOMMENDATION   #1 

WE    RECOMMEND   THE    DEPARTMENT   OBTAIN    AN    INTEGRATED 

ACCOUNTS    RECEIVABLE   AND   BILLING   SYSTEM. 

--Timely   Processing 

Timely  receipt  and  entry  of  data  is  critical.  Service  forms 
from  the  various  institutions'  are  the  primary  ABARS  input  docu- 
ment. These  forms  contain  information  relating  to  the  service 
rendered,  who  performed  it,  and  the  date.  ABARS  utilizes  the 
information  to  create  the  resident  statements. 

During  our  testing  in  August  1982  we  noted  service  forms 
from  Warm  Springs  State  Hospital  dating  back  to  October  1981  were 
not  entered  in  ABARS.  Because  of  untimely  receipt  of  forms  the 
department  did  not  complete  June  processing  for  all  institutions 
until  November.  To  bill  the  responsible  parties  in  a  timely  manner 
and  maintain  accurate  receivable  records,  these  forms  must  be 
processed.  Most  insurers,  including  Medicare  and  Medicaid,  will 
not  pay  for  services  over  3  months  old.  This  situation  results  in 
lost  General  Fund  reimbursement,  accounting  cutoff  problems,  and 
manual  intervention.  It  was  not  practical  for  us  to  calculate  lost 
reimbursements    due    to    the    number    of    forms    and    period    of    time. 

To  ensure  timely  processing  of  service  forms  received,  reim- 
bursement personnel  stated  an  additional  h  FTE  with  a  salary  of 
approximately  $6,000  would  be  necessary.  Savings  from  lost 
reimbursements  due  to  untimely  processing  should  recover  this 
cost.      The   department   should    develop   and    enforce   central    policies 


requiring    timely  submission  of  the  service  forms  and   preparation  of 
billings  within   a  specified   period  of  time. 

RECOIVIIVIENDATION   #2 

WE    RECOMMEND   THE    DEPARTMENT: 

A.  DEVELOP  AND  ENFORCE  A  POLICY  REQUIRING  EACH 
INSTITUTION  TO  SUBMIT  PATIENT  SERVICE  INFORMA- 
TION  ON    A   TIMELY    BASIS   TO   ALLOW   PROMPT    BILLINGS. 

B.  ENSURE   STAFFING    IS   ADEQUATE   TO    ENTER   SUBMITTED 
DATA    IN    A   TIMELY   MANNER. 

--Support  for  Standard  Costs 

ABARS  maintains  various  files  of  standard  costs  for  services. 
It  is  critical  that  the  cost  files  be  accurate,  up-to-date,  and 
supported.  This  information  should  be  kept  to  resolve  any  potential 
questions  relating  to  outstanding  bills.  During  our  testing  we 
noted  the  following  problems  relating  to  the  costs  included  in  the 
file: 


-The  cost  of  an  Impedance  Audiometry  Test  on  the  file  was  not 
supported  by  documentation.  Personnel  stated  this  information 
was  obtained   by   telephone. 

-When  new  costs  were  assigned  to  services  the  old  costs  were 
lost.  When  costs  are  updated,  a  copy  of  the  old  file  should 
be  kept  with  documentation  of  the  reason  and  authorization 
for  the  change. 

-Per  diem  rates  for  two  institutions  were  not  on  the  cost  files 
at  the  proper  amount.  The  errors  were  caught  in  a  manual 
review  of  billing  statements  by  Institutions'  personnel. 
Errors  of  this  type  indicate  inadequate  controls  exist  to 
ensure  file  updates  are  accurate. 


The  department  should  retain  support  for  old  costs  when  files  are 
updated  and  establish  a  record  retention  schedule  in  accordance 
with  state  policy  for  the  supporting  documentation. 

RECOMMENDATION   #3 

WE     RECOMMEND     THE     DEPARTMENT     ESTABLISH     A     RECORD 
RETENTION    SCHEDULE    IN    ACCORDANCE   WITH    STATE    POLICY 
FOR    DOCUMENTING   SUPPORT   OF   SERVICE   COSTS. 

Uncollectible  Accounts 

The  department  does  not  have  adequate  procedures  for  collect- 
ing   and    monitoring    accounts    from    insurance    companies   or   private 
parties.       Recommendations  4    to    6    address    problems    we    noted    in 
this  area. 

When  a  billed  service  is  denied  by  the  first  responsible  party 
the  next  party  in  priority  is  to  be  billed.  If  denied  by  all  insurers 
and  the  resident  does  not  have  the  ability  to  pay,  the  billing 
should  be  written  off  as  uncollectible.  At  June  30,  1982  approxi- 
mately $2,265,000  in  nonreimbursed  services  were  carried  on  the 
ledgers  even  though  current  reimbursement  sources  did  not  have 
the  ability  to  pay. 

Uncollectible  amounts  are  kept  on  the  books  because  depart- 
ment employees  say  they  may  be  able  to  collect  some  of  the  amount 
from  the  resident's  estate.  Section  53-1-412,  MCA,  gives  Montana 
a  claim  against  estates  at  the  death  of  the  resident  or  financially 
responsible  person.  However,  this  claim  cannot  deny  an  heir  of 
living  expenses  or  real  estate. 


Since   this   law  gives  heirs  first  claim  to  estates,   the  probability  for 
collecting  the  $2,265,000  is   remote.      The  department  should   separate 
these  accounts   into  an   inactive   ledger  and   not   record  the  receivable 
on   the  accounting   system. 

At  fiscal  year-end  1982  Boulder  River  School  and  Hospital, 
Galen  State  Hospital,  and  Warm  Springs  State  Hospital  ledgers 
carried  delinquent  accounts  receivable  from  a  health  service  corpor- 
ation totalling  $324,088.  These  accounts  have  been  accumulating 
since  1973.  The  corporation  has  denied  payment  stating  their 
policies  during  these  years  did  not  cover  the  services  billed.  The 
department  should  either  actively  seek  collection  of  these  accounts 
or  remove  them  from  their  records  by  transferring  it  to  the  Depart- 
ment of  Revenue. 

RECOMMENDATION   #4 

WE    RECOMMEND   THE    DEPARTMENT: 

A.  ACTIVELY    PURSUE   COLLECTION   OF   ACCOUNTS. 

B.  SEPARATE  INACTIVE  ACCOUNTS  WITH  A  REMOTE 
CHANCE  OF  COLLECTION  IN  A  REASONABLE  PERIOD 
OF  TIME  AND  NOT  RECORD  THE  RECEIVABLE  IN  THE 
ACCOUNTING   SYSTEM. 

--Confirmation  of  Accounts 
When    we    attempted    to    confirm    receivable    balances    we    noted 
the  following: 


-Department  ledgers  for  insurance  companies  included  balances 
that  were  denied.  Upon  denial,  the  balance  should  have  been 
transferred  to  another  responsible  party. 


-An  insurance  company  was  reimbursing  the  guardian  while  the 
department  continued  to  bill  the  insurance  company.  Depart- 
ment personnel  should  have  transferred  the  account  receivable 
balance    to    the    guardian's    account    and    billed    the    guardian. 

-Addresses  and  telephone  numbers  were  not  current.  Depart- 
ment personnel  had  difficulty  locating  the  responsible  parties. 
The  department  should  periodically  contact  all  responsible 
parties  and   update  addresses. 


RECOMMENDATION   #5 

WE     RECOMMEND     THE     DEPARTMENT     MAINTAIN     ACCURATE 

ACCOUNT    RECEIVABLE    LEDGERS. 

--Refusal   to   Pay 

We  also  noted  one  insurance  company  that  refused  payment 
for  services  provided  in  a  state  institution  totalling  $394.  Section 
33-22-112,  MCA,  states  no  disability  insurance  company  may 
exclude  payment  for  services  rendered  at  an  institution  that  would 
be  paid  elsewhere.  The  department  sent  letters  to  the  company 
over  a  two  year  period  attempting  to  collect  a  disability  claim. 
Upon  initial  denial  the  dispute  should  have  been  referred  to  legal 
counsel  and  the  State  Auditor's  Office. 

RECOMMENDATION   #6 

WE  RECOMMEND  THE  DEPARTMENT  REFER  COLLECTION 
PROBLEMS  TO  THEIR  LEGAL  COUNSEL  AND,  WHEN  NECES- 
SARY,   THE   STATE   AUDITOR'S   OFFICE. 
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INDIRECT   COST 

The  federal   government  recognizes  and   provides  for  reimburse- 
ment to  state  agencies  for  indirect  costs   incurred   in  the  administra- 
tion   of    federal    grants.       Section   17-3-111,    MCA,    and    Management 
Memo  4-81-7    require    each    agency    deposit    indirect    cost    recoveries 
to  the  fund   paying  for  the  indirect  services. 

In  developing  indirect  cost  rates  agencies  include  their  propor- 
tionate share  of  statewide  indirect  costs.  Examples  of  these  costs 
include  the  state  accounting  and  personnel  systems  and  the  State 
Auditor's  and  Treasurer's  Offices.  These  functions  are  supported 
totally  by  the  state  General  Fund.  Costs  of  these  functions  are 
allocated  to  every  state  agency  through  a  Statwide  Cost  Allocation 
Plan  (SWCAP).  Including  SWCAP  costs  in  the  indirect  cost  rate  is 
meant  to  recover  for  the  General  Fund  support  provided  federal 
grants. 

The  management  services  program  was  appropriated  $732,502 
from  the  General  Fund  and  $129,442  in  indirect  cost  recoveries 
from  the  Federal  and  Private  Revenue  Fund  to  fund  operations  in 
fiscal  year  1981-82.  This  program  initially  pays  expenses  from  the 
General  Fund.  As  funds  are  received  for  federal  grants  the 
department  deposits  the  indirect  cost  portion  in  the  Federal  and 
Private  Revenue  Fund.  To  comply  with  section  17-2-108,  MCA, 
which  requires  spending  non-General  Fund  money  first,  the  depart- 
ment then  pays  expenses  from  the  Federal  and  Private  Revenue 
Fund.  As  indirect  cost  receipts  are  exhausted,  payment  shifts 
back  to  the  General  Fund.  This  split  funding  continued  during 
fiscal     year    1981-82    until     the    appropriation    limit    of    $129,422    was 
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reached    in    the    Federal    and    Private    Revenue    Fund.      At   this    point 
all   remaining   funding  came  from  the     General    Fund. 

During  1981-82  actual  indirect  cost  recoveries  totalled  $144,900. 
During  fiscal  year  1980-81  the  appropriation  was  $64,416  and 
recoveries  were  $64,500.  The  $15,478  difference  between  the 
appropriated  amounts  and  actual  collections  should  be  returned  to 
the  General  Fund  for  SWCAP  and  other  indirect  costs  paid  by  the 
General   Fund   in  fiscal   years   1980-81   and   1981-82. 

RECOMMENDATION   #7 

WE  RECOMMEND  THE  DEPARTMENT  RETURN  $15,478  TO  THE 
STATE  GENERAL  FUND  FOR  INDIRECT  COST  RECOVERIES 
ABOVE   THE   APPROPRIATION. 

PROPERTY,    PLANT,    AND    EQUIPMENT 

The     department     utilizes     the     Supply     Inventory     Management 
System   (SIMS)  for  recording  fixed  assets.      We  noted  three  problems 
in   the   equipment   area   partially   caused    by   a   lack  of  information  on 
SIMS  as  follows: 


--a  car  and  vacuum  owned  by  the  department  were  not  recorded 
since  the  purchasing  section  had  not  received  the  input 
forms; 

--two  cars  were  recorded  at  a  value  differing  from  the  amount 
paid;    and 

--supporting  documentation  for  all  asset  purchases  could  not  be 
located  from  the  system   information. 


Agency    employees    stated    they    do    not    enter    assets    in    SIMS 
until    an    input  form  is   received  from  the  purchasing   section.      They 
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also  noted  the  system  does  not  provide  documents  allowing  verifica- 
tion of  purchases  with  SBAS.  The  department  should  implement 
procedures  for  recording  purchases  when  goods  are  received, 
agreeing  equipment  purchases  to  SBAS,  and  locating  purchase 
documents  from  their  fixed   asset  accounting   system. 

RECOIVIIVIENDATION   tt8 

WE  RECOMMEND  THE  DEPARTMENT  IMPLEMENT  PROCEDURES 
FOR  AGREEING  SBAS  TO  THE  FIXED  ASSET  ACCOUNTING 
SYSTEM  AND  FOR  PROPERLY  RECORDING  PURCHASES  IN  A 
TIMELY   MANNER. 

DATA   PROCESSING   SYSTEM   ACCESS   CONTROLS 

The  Central  Office  programmers  maintain  many  applications 
which  are  sensitive  due  to  the  confidentiality  of  information  con- 
tained in  the  files.  These  include  the  Automated  Billing  and 
Accounts  Receivable  System,  Supply  Inventory  Management  System, 
Resident  Account  System,  and  Offender  Based  State  Correctional 
Information  System.  The  programmers  have  the  ability  to  access 
and  change  the  application  production  programs.  A  basic  control 
in  an  electronic  processing  system  requires  limiting  production 
program  access.  When  access  is  not  limited,  personnel  potentially 
can  make  unauthorized  changes  destroying  the  credibility  of  the 
program  and   processed  data. 

Personnel  at  the  department  were  aware  of  the  problem  but 
did  not  have  an  effective  method  to  implement  controls.  The 
Department    of    Administration,     Computer    Services    Division,    is    in 
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the   process   of  implementing  a  security  system  that  will   provide  the 
ability   to   control    this  weakness.      The  department  should   implement 
these  controls  when  available. 
FEDERAL   COMPLIANCE 

Office  of  Management  and  Budget  (0MB)  "Circular  A-102, 
Attachment  P,"  establishes  audit  requirements  for  state  and  local 
governments  receiving  federal  assistance.  Attachment  P  provides 
for  independent  audits  of  financial  operations,  including  compliance 
with  certain  federal  laws  and  regulations.  We  performed  our  audit 
of  the  Department  of  Institutions  in  accordance  with  the  standards 
of  OMB   "Circular  A-102,    Attachment  P." 

We  reviewed  compliance  with  major  regulations  listed  in  "Compli- 
ance Supplement  for  Single  Audits  of  State  and  Local  Governments," 
the  provisions  of  OMB's  Circular  A-102,  "Uniform  Administrative 
Requirements  for  Grants-in-Aid  to  State  and  Local  Governments," 
Attachment  P,  "Audit  Requirements,"  and  requirements  under 
grant  agreements  for  selected  grants.  During  our  review  we  noted 
compliance  problems  in  loaning  federal  funds  between  grants  and  in 
timely  reporting. 

In  the  following  sections  we  discuss  compliance  and  internal 
control  problems  requiring  disclosure  in  accordance  with  Attach- 
ment P.  Other  compliance  deficiencies  deemed  not  to  have  signifi- 
cant effect  on  the  successful  operations  of  the  department  programs 
are  not  included  in  the  report,  but  have  been  discussed  with 
management.  Nothing  came  to  our  attention  that  causes  us  to 
believe  untested  compliance  issues  are  not  in  accordance  with 
applicable  laws  and   regulations. 
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As    a    result   of  our  review,    it  is  our  opinion  that  the  deficien- 
cies   noted    did    not   significantly   affect   the   successful    operations  of 
the  programs  or  the  allowability  of  costs   in  conformity  with   program 
regulations. 

Loan  of   Federal    Funds 

On  June  29,  1982  department  employees  loaned  $20,000  in 
excess  cash  from  drug  grants  to  mental  health  grants.  The  mental 
health  letter  of  credit  had  a  monthly  withdrawal  limit  that  was 
reached  before  ail  claims  were  paid.  The  loan  was  repaid  on 
August  3,  1982.  Even  though  the  Department  of  Health  and  Human 
Services  funds  both  grants,  the  department  should  not  loan  money 
between  federal  grants.  The  federal  government  sets  funding 
limits  for  a  purpose  and  if  obligations  cannot  be  paid  under  the 
letter  of  credit  limits  the  department  should  request  the  limit  be 
raised  or  not  incur  the  obligations. 

RECOMMENDATION   #9 

WE      RECOMMEND      THE     DEPARTMENT     NOT     LOAN      FEDERAL 

GRANT    FUNDS. 

Timely   Reporting 

We  noted  timely  reporting  problems  for  five  of  seven  grants 
examined.  In  three  instances  the  department  had  received  letters 
from  the  grantor  reprimanding  them  for  being  late.  Department 
employees  stated  personnel  changes  at  the  end  of  a  reporting 
quarter  caused   these  delays. 
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RECOMIVIENDATION   #10 

WE  RECOMMEND  THE  DEPARTMENT  EITHER  SUBMIT  REPORTS 
BY  THE  DUE  DATE  OR  OBTAIN  APPROVAL  FROM  THE 
GRANTOR   TO    EXTEND   THE    DUE    DATE. 

PRIOR    RECOMMENDATIONS 

The  1980  audit  of  the  Department  of  Institutions  was  performed 
under  contract  with  our  office.  This  report  contained  eight  recom- 
mendations still  applicable  to  the  department.  Five  of  the  recom- 
mendations were  fully  implemented,  one  partially  implemented,  and 
two  not  implemented.  Both  recommendations  not  implemented  relate 
to  reimbursements  and  are  discussed  in  this  report. 
INTERNAL   CONTROL 

We  have  examined  the  financial  statements  of  the  Department 
of  Institutions,  Central  Office,  for  the  two  fiscal  years  ended 
June  30,  1982.  We  issued  our  opinion  dated  October  29,  1982  on 
these  statements.  As  part  of  our  examination,  we  made  a  study 
and  evaluation  of  the  system  of  control  of  the  department.  Our 
study  evaluated  the  system  as  required  by  generally  accepted 
governmental  auditing  standards  for  financial  and  compliance  audits. 
We  classified  and  studied  the  controls  in  the  following  categories: 
revenue/ receipts;  accounts  receivable/payable;  payroll;  expendi- 
tures; cash;  automatic  billing  and  accounts  receivable  system;  and 
plant,  property,  and  equipment.  Through  our  study,  we  deter- 
mined the  nature,  timing,  and  extent  of  our  auditing  procedures. 
We  did  not  evaluate  the  control  system  to  the  extent  necessary  to 
give  an  opinion  on  either  individual  segments  or  the  system  as  a 
whole. 
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The  management  of  the  Department  of  Institutions  is  respon- 
sible for  establishing  and  maintaining  a  system  of  accounting 
control.  In  fulfilling  this  responsibility,  estimates  and  judgments 
by  management  are  required  to  assess  the  expected  benefits  and 
related  costs  of  control  procedures.  The  objectives  of  a  system 
are  to  provide  management  with  reasonable  assurance:  1)  that 
assets  are  safeguarded  against  loss  from  unauthorized  use  or 
disposition  J  2)  that  transactions  are  executed  in  accordance  with 
management's  authorization;  and  3)  that  transactions  are  recorded 
properly  to  permit  the  preparation  of  financial  statements  in  accor- 
dance with  generally  accepted  accounting  principles.  Inherent 
limitations  in  any  system  of  controls  may  cause  errors  or  irregular- 
ities to  remain  undetected.  The  current  system  evaluation  should 
not  be  used  to  project  to  future  periods  since  the  procedures  may 
become  inadequate  or  compliance  with   them  may  deteriorate. 

The  limited  purpose  of  our  study  described  in  the  first  para- 
graph would  not  necessarily  disclose  all  material  weaknesses  in  the 
system.  Accordingly,  we  do  not  express  an  opinion  on  the  system 
of  controls  used  by  the  Department  of  Institutions.  However,  our 
study  disclosed  no  significant  conditions  that  could  result  in 
financial   statement  errors  that  would   be  difficult  to  detect. 

The  preceding  three  paragraphs  are  intended  solely  for  the 
use  of  management  and  the  Legislature  and  should  not  be  used  for 
any  other  purpose.  This  restriction  as  to  use  is  not  intended  to 
limit  the  distribution  of  this  document  which,  upon  acceptance  by 
the     Legislative     Audit     Committee,     is    a    matter    of    public     record. 
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The   Legislative  Audit  Committee 
of  the  IVlontana  State   Legislature: 

We  have  examined  the  Combined  Balance  Sheets  and  Statements 
of  Revenue,  Expenditure,  and  Changes  in  Fund  Balance  -  Budget 
and  Actual,  of  the  various  funds  and  account  groups  of  the  Depart- 
ment of  Institutions,  Central  Office,  as  of  and  for  each  of  the  two 
fiscal  years  ended  June  30,  1982.  Our  examination  was  made  in 
accordance  with  generally  accepted  government  auditing  standards 
for  financial  and  compliance  audits  and,  accordingly,  included  such 
tests  of  the  accounting  records  and  such  other  auditing  procedures 
as  we  considered   necessary  in  the  circumstances. 

In  our  opinion,  the  financial  statements  referred  to  above 
present  fairly  the  financial  position  of  such  funds  and  account 
groups  of  the  Department  of  Institutions,  Central  Office,  at  June  30, 
1982  and  the  results  of  its  operations  and  the  changes  in  fund 
balances  of  such  funds  for  each  of  the  two  fiscal  years  then  ended, 
in  conformity  with  generally  accepted  accounting  principles  which, 
except  for  the  changes,  with  which  we  concur,  in  the  combination 
of  funds  as  described  in  Note  1,  have  been  applied  on  a  consistent 
basis. 
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The  accompanying  Schedules  of  Grants  and  Contracts  are 
presented  for  additional  analysis  and  disclosure  purposes  on  a 
statutory  basis  in  compliance  with  "Standards  for  Audit  of 
Governmental  Organizations,  Programs,  Activities,  and  Functions" 
and  "Guidelines  for  Financial  and  Compliance  Audits  of  Federally 
Assisted  Programs"  and  is  not  a  required  part  of  the  combined 
financial  statements  for  the  Department  of  Institutions,  Central 
Office.  This  schedule  has  been  subjected  to  the  auditing  proce- 
dures applied  in  the  examination  of  the  basic  financial  statements 
and,  in  our  opinion,  present  fairly  the  federal  receipts  and 
disbursements  in  all  material  respects  in  relation  to  the  basic 
financial   statements  taken  as  a  whole. 

Respectfully  submitted, 

James   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 

October  29,    1982 


Approved   by: 

Robert   R.    Rindwood 
Legislative  Auaitor 
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DEPARTMENT  OF  INSTITUTIONS 
CENTRAL  OFFICE 
COMBINED  BALANCE  SHEET  -  ALL  FUND  TYPES 
JUNE  30,  1982 


ASSETS: 
Cash 

Accounts  Receivable 
Advances 
Amounts  to  be  Provided 

for  Capital  Leases 
Equipment 

Due  From  General  Fund  to 
Pay  Current  Liabilities 
Total 


GOVERNMENTAL  FUND  TYPES 


General 


810.680 
$846,739 


Special  Revenue 


$    987 

$184,551 

26,878 

200,276 

8,194 

150 

$384,977 


FIDUCIARY  FUND  TYPE 


Trust  &  Agency 


$6,348 


$6,348 


ACCOUNT  GROUPS 


General 
Fixed  Assets 


$870,820 


$870,820 


General 
Long-Term  Debt 


$31,217 


$31,217 


LIABILITIES: 
Accounts  Payable 
Accrued  Expenditures 

Assets  Held  for  the  State  General  Fund 
Receipts  Collected  in  Advance 
Long-Term  Capital  Lease  Payable 
Investment  in  General  Fixed  Assets 
Property  Held  in  Trust 
Total 


Fund  Balance  June  30,  1982 


Total  Liabilities  and  Fund  Balance 


$  4,357 

806,323 

36,059 


846, 

,739 

-0- 

$846; 

,739 

$118,283 
22,586 

36,876 


177,745 

207,232 

$384,977 


$6, 

,348 

6, 

,348 

-0- 

$6 

,348 

$870,820 
870,820 


-0- 


$870,820 


$31,217 


31,217 


-0- 


$31,217 
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DEPARTMENT  OF  INSTITUTIONS 

CENTRAL  OFFICE 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE  -  BUDGET  AND  ACTUAL  - 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1982 


REVENUES: 
Federal  Assistance 
Services  Fees 
Gifts  and  Grants 
Total  Revenues 

EXPENDITURES: 
Director 

Management  Services 
Southwest  Montana  Drug  Program 
Alcohol  and  Drug  Abuse  Division 
Corrections 
Women's  Prison 
Mental  Health 

Total  Expenditures 

EXCESS  CURRENT  REVENUE 
OVER  CURRENT  EXPENDITURES 

Prior  Year  Revenue 
Prior  Year  Expenditures 

EXCESS  REVENUE  OVER  EXPENDITURES 

OTHER  FINANCING  SOURCES  AND  (USES): 
Operating  Transfers  In 
Support  From  Consolidated  General  Fund 

Total  Other  Financing  Sources  and  Uses 

EXCESS  OF  REVENUE  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES 
(USES) 

FUND  BALANCE  JULY  1,  1981 

FUND  BALANCE  JUNE  30,  1982 


GENERAL  FUND 

SPECIAL  REVENUE 

FUND 

Variance- 

Variance- 

Favorable 

Favorable 

Budget 

Actual 

(Unfavorable) 

Budget 

Actual 

(Unfavorable) 

$2,803,193 

$1,300,497 

$(1,502,696) 

$    3,173 

$  3,173 

129,422 

102,402 

2,479 

1,405,378 

(27,020) 
2,479 

$    -0- 

3,173 

3,173 

2,932,615 

(1,527,237) 

391,800 

250,097 

141,703 

829,889 

774,174 

55,715 

138,277 

129,422 

8,855 

200,690 

180,769 

19,921 

430,788 

384,101 

46,687 

2,856,255 

2,668,585 

187,670 

3,503,629 

3,349,084 

154,545 

139,335 

94,668 

44,667 

252,581 

212,556 

40,025 

3,988,838 

3,965,041 

23,797 

492,479 

414,598 

77,881 

9,167,427 

8,731,721 

435,706 

4,057,134 

3,691,374 

365,760 

(9,167,427) 

(8,728,548) 

438,879 

(1,124,519) 

(2,285,996) 

(1,161,477) 

(28,330) 

(28,330) 

-0- 

(27,940) 

(27,940) 

-0- 

(18,430) 

(18,430) 
(8,775,308) 

-0- 

16,056 
(1,136,403) 

16,056 
(2,297,880) 

-0- 

(9,214,187) 

438,879 

(1,161,477) 

2,166,300 

2,166,300 

-0- 

9,214,187 

8,775,308 
8,775,308 

438,879 
438,879 

-0- 

-0- 

-0- 

9,214,187 

2,166,300 

2,166,300 

-0- 

-0- 
-0- 

-0- 
-0- 

$ 

-0- 

$ 

-0- 

-0- 
-0- 


■0- 


1,029,897 

319,219 

$1,349,116 


(131,580)    (1,161,477) 
338,812        19,593 


$  207,232    $(1,141,884) 
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DEPARTMENT  OF  INSTITUTIONS 

CENTRAL  OFFICE 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCE  -  BUDGET  AND  ACTUAL  - 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 


REVENUES: 
Federal  Assistance 
Services  Fees 
Indirect  Cost  Recoveries 
Total  Revenues 

EXPENDITURES: 
Director 

Management  Services 
Southwest  Montana  Drug  Program 
Alcohol  and  Drug  Abuse  Division 
Corrections 
Mental  Health 

Total  Expenditures 

EXCESS  CURRENT  REVENUE 
OVER  CURRENT  EXPENDITURES 

Prior  Year  Revenue 
Prior  Year  Expenditures 

EXCESS  REVENUE  OVER  EXPENDITURES 

OTHER  FINANCING  SOURCES  AND  USES: 
Operating  Transfers  In 

Support  From  the  Consolidated  General  Fund 
Total  Other  Financing  Sources  and  Uses 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES 
(USES) 

FUND  BALANCE  JULY  1,  1980 

FUND  BALANCE  JUNE  30,  1981 


GENERAL  FUND 

SPECIAL  REVENUE 

FUND 

Variance- 

Variance- 

Favorable 

Favorable 

Budget 

Actual 

(Unfavorable) 

Budget 

Actual 

(Unfavorable) 

$2,677,450 

$1,848,539 

$(828,911) 

$   34,837 

$  34,837 

64,416 

122,920 

58,504 

$    3,088 

(3,088) 
31,749 

3,088 

34,837 

2,741,866 

1,971,459 

(770,407) 

243,864 

257,099 

(13,235) 

43,195 

38,987 

4,208 

870,882 

788,684 

82,198 

67,586 

66,194 

1,392 

185,419 

103,216 

82,203 

- 

38,199 

-0- 

38,199 

3,393,520 

3,115,622 

277,898 

2,985,754 

2,931,640 

54,114 

177,309 

111,561 

65,748 

3,683,459 

3,677,610 

5,849 

669,795 

458,189 

211,606 

8,007,577 

7,758,249 

249,328 

4,351,405 

3,790,553 

560,852 

(8,004,489) 

(7,723,412) 

281,077 

(1,609,539) 

(1,819,094) 

(209,555) 

(83,323) 

(83,323) 

-0- 

31,131 

31,131 

-0- 

27,903 

27,903 
(7,778,832) 

-0- 

12,100 
(1,566,308) 

12,100 
(1,775,863) 

-0- 

(8,059,909) 

281,077 

(209,555) 

1,948,927 

1,948,927 

-0- 

8,059,909 

7,778,832 
7,778,832 

(281,077) 
(281,077) 

8,059,909 

1,948,927 

1,948,927 

-0- 

-0- 
-0- 


-0- 
-0- 


-0- 

-0- 


■0- 


-0- 


$  -0- 


382,619 

165,748 

$  548,367 


173,064 

165,748 

$   338,812 


(209,555) 
-0- 
$(209,555) 
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DEPARTMENT   OF    INSTITUTIONS 

NOTES   TO   THE    FINANCIAL   STATEMENTS 

Two   Fiscal   Years   Ended  June  30,    1982 

1.      SUMMARY   OF   SIGNIFICANT   ACCOUNTING    POLICIES 

The  department's  financial  statements  were  prepared  from  the 
Statewide  Budgeting  and  Accounting  System  (SBAS).  The  Depart- 
ment of  Institutions'  Central  Office  financial  statements  include 
administrative  and  grant  costs  of  the  Southwest  Montana  Drug 
Program,  local  alcohol  and  drug  treatment  centers,  local  mental 
health  centers,    and  the  women's  prison. 

A.       Basis  of  Presentation 

The  financial  statements  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System.  Accounts  are  organized  on  the 
basis  of  funds,  each  of  which  is  considered  a  separate  accounting 
entity.  The  operations  of  each  fund  are  accounted  for  with  a 
separate  set  of  self-balancing  accounts  that  comprise  its  assets, 
liabilities,    equities,    revenues,    and   expenditures. 

The  following   fund  types  are  used: 


General  Fund  -  accounts  for  ail  financial  resources  except 
those  required  to  be  accounted  for  in   another  fund. 

Special  Revenue  Fund  -  accounts  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditure  for 
specific  purposes.  This  fund  contains  the  state  earmarked 
and  federal  and  private  revenue  entities  at  Central  Office. 
Legislative    appropriation    is    required   to   spend   from  this  fund. 

Trust  and  Agency  Fund  -  accounts  for  assets  held  in  trust  or 
as  an  agent  by  the  department  for  others.  The  major  sources 
of  receipts  to  this  fund  are  resident  income  and  care  and 
maintenance  funds.  A  legislative  appropriation  is  not  required 
to  spend  from  this  fund. 
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General  Fixed  Assets  Account  Group  -  accounts  for  fixed 
assets  and  equipment  purchased  by  Central  Office.  These 
funds  are  accounted  for  in  the  Supply  Inventory  Monitoring 
System  (SIMS)  and  in  the  Statewide  Budgeting  and  Account- 
ing  System. 


B  .       Basis  of  Accounting 

The  state  of  Montana  utilizes  the  modified  accrual  basis  of 
accounting.  Under  the  modified  accrual  basis  of  accounting, 
revenues  are  recorded  when  received  in  cash,  unless  susceptible 
to  accrual  or  deferral,  and  expenditures  are  recorded  when  a  valid 
obligation  is  incurred.  Revenues  are  susceptible  to  accrual  if  they 
are  measurable  and  available  to  finance  expenditures  of  the  fiscal 
period  or  are  not  received  at  the  normal  time  of  receipt.  Revenues 
are  deferred  if  material  and  received  before  the  "normal"  time  of 
receipt  or  if  received  for  a  particular  activity  and  the  expense  for 
the  activity  has  not  been   incurred   prior  to  fiscal   year-end. 

With  the  following  exceptions  to  the  modified  accrual  basis  of 
accounting,  a  valid  obligation  exists  when  the  associated  liability  is 
incurred: 


-The  liability  amount  associated  with  unused  accumulated 
vacation  and  sick  leave  at  June  30,  1982,  is  maintained  on  an 
hourly  basis  rather  than  by  dollar  amount.  The  monetary 
liability  was  not  calculated  until  an  employee  terminated  as  of 
June  30,  1982.  Upon  termination,  qualifying  employees  are 
paid  at  their  current  pay  rate  for  100  percent  of  accumulated 
vacation  and  25  percent  of  unused   sick   leave. 

-If  the  appropriation  provided  funds  to  complete  a  given 
project,  the  entire  amount  of  a  service  contract  may  be 
accrued,  even  though  the  services  are  rendered  in  fiscal 
years  subsequent  to  the  fiscal  year  in  which  the  expenditure 
is  accrued. 

-The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal 
year  in  which   budgeted. 
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■-Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may  be  accrued  if  the  purchase  order  was  issued  in  the  fiscal 
year    in    which    the    anticipated    expenditure   is   to   be   accrued. 


2.  PENSION    PLAN 

Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).  This  plan  is  administered  by  the  state 
of  Montana.  All  eligible  employees  contribute  6  percent  of  their 
salary  to  PERS,  while  Central  Office  contributes  6.2  percent  of  the 
employees'  salaries  and  wages  to  the  plan.  Central  Office's  contri- 
bution to  the  plan  for  the  year  ended  June  30,  1981  was  $179,075 
and  for  the  year  ended  June  30,  1982  was  $190,764.  PERS  was 
actuarially  sound  at  June  30,    1982  according  to  the  system's  actuary. 

3.  INSURANCE 

The  Central   Office  is   insured   by  the  state's  insurance  program 
administered   by  the  Department  of  Administration. 

4.  BUDGET    INFORMATION 

A  fixed  annual  basis  of  budgeting  is  utilized.  Under  the 
fixed  annual  method,  appropriations  of  specific  dollar  amounts  are 
set  for  each  fiscal  year  of  a  biennium  by  the  Legislature.  Appro- 
priations control  financial  operations  during  each  fiscal  year.  At 
the  end  of  each  year.  General  Fund  and  Special  Revenue  Fund 
appropriation  authority  reverts  to  the  fund  of  original  appropria- 
tion. The  reverted  appropriation  authority  may  be  used  in  the 
subsequent  year  as  authorization   to  pay  valid   prior  year  obligations. 

Budget  amendments  represent  the  authorization  to  spend 
funds  not  available  for  consideration  by  the  Legislature.  They  are 
subject  to  approval   of  the  Governor. 
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Approximately  $300,000  in  appropriation  authority  for  the 
Alcohol  and  Drug  Abuse  Division  was  not  recorded  on  SBAS  during 
fiscal  year  1980-81.  When  the  federal  government  cut  alcohol 
grants  the  appropriation  to  spend  the  fund  was  not  entered  on  the 
accounting  system. 
5.      PENDING    LITIGATION 

The  Department  of  Institutions  is  a  defendant  in  a  class 
action  suit  instituted  by  patients  at  Warm  Springs  State  Hospital. 
The  suit  is  for  approximately  $2.3  million.  The  suit  alleges  that 
institutions  lack  the  necessary  legal  authority  to  control  patients' 
money  and  to  deduct  reimbursement  charges  from  resident 
accounts.  The  outcome  of  this  suit  is  uncertain  at  the  date  of  this 
report. 
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6.      LEASE-PURCHASE 

The  following   is  a  schedule  of  lease-purchase  payments. 

IBM  Xerox  Total 


1983 

Principal 

(A) 

Interest 

(B) 

1984 

Principal 

(A) 

Interest 

(B) 

1985 

Principal 

(A) 

Interest 

(B) 

1986 

Principal 

(A) 

Interest 

(B) 

1987 

Principal 

(A) 

Interest 

(B) 

1988 

Principal 

(A) 

Interest 

(B) 

$12,360 
4,652 

$3,043 
270 

$15,403 
4,922 

8,568 
3,239 

1,522 
135 

10,090 
3,374 

4,776 
1,827 

4,776 
1,827 

948 
414 

948 
414 

TOTAL 

Payments      (A/B)  36,784      4,970     41,754 

Less  Interest   (B)  (10,132)      (405)    (10,537) 

Principal     (A)  $26,652     $4,565    $31,217 

7.  PRISON    INDUSTRIES   COORDINATOR 

Activity  in  the  Prison  Industries  account  recorded  on  SBAS 
was  adjusted  out  of  the  Central  Office  financial  statements.  The 
Prison  Industries  Coordinator  is  a  function  of  the  Prison  Industries 
and    Ranch    and    will    be   reflected   in   the   prison   financial    statements. 

8.  FEDERAL    BOARDER    REIMBURSEMENT 

Federal    Boarder    reimbursement    for    Swan    River   Youth    Forest 

Camp     and     Pine    Hills    School     recorded    on    SBAS    of    $98,036    was 

adjusted   out   of   the   financial    statements  for  Central   Office.      It  will 

be  reflected  at  the  appropriate  institutions. 
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9.      REIMBURSEMENT   ADJUSTMENT 

During  fiscal  year  1980-81,  Central  Office  recorded  $9,899,562 
of  revenue  generated  by  the  outlying  institutions  on  the  Central 
Office  books.  This  revenue  has  been  adjusted  out  of  the  financial 
statements.  This  revenue  and  the  related  accounts  receivable  will 
be  reflected  in  the  statements  of  the  individual  institutions. 
10.      TRANSFERS 

The   Central    Office   obtains   funds  from  the  state  General    Fund 
to    support  all   programs.      Alcohol   taxes  collected   at  the  Department 
of   Revenue  are  transferred   to  the  Special    Revenue   Fund  for   support 
of  the  Alcohol   and   Drug   Abuse   Division. 
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AGENCY    RESPONSE 


DEPARTMENT  OF  INSTITUTIONS 


TED  SCHWINDEN  GOVERNOR 


STATE  OF  MONTANA' 


(406)449-3930 


1539  11TH  AVENUE 


HELENA  MONTANA  59620 


May  2,  19R3 


Legislative  Audit  Committee 

of  the  Montana  State  Legislature 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  MT   59620 

Gentlemen: 


RFOEIVED 

im    2  1983 


MONTANA  LEGISLATIVE  AUDITQB 


We  have  reviewed  the  audit  report  prepared  by  the  Office  of  the  Legislative 
Auditor  on  the  Central  Office. 

The  report  provides  a  very  welcome  service  and  is  sincerely  appreciated. 

Our  response  to  recommendations  Is  attached. 

Sincep&iy , 


CARROLL  V.  SOUTH 
Director 


CVS:bt 
Attachment 
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'\N  I  OIIAl    OrPOKIUNIly  I  Mri  DVtfi 


Recommendation  #1 

We  recommend  the  Department  obtain  an  Integrated  Accounts  receivable  and  billing 
system. 

RESPONSE 

The  Department  concurs  with  this  recommendation  providing  that  this  can  be 
done  within  the  current  budget.  The  1983  legislature  appropriated  $190,073 
to  provide  for  a  total  Department  system  analysis  addressing  data 
processing  needs  and  to  begin  implementation  of  the  recommended  systems  on 
a  priority  basis. 

Recommendation  #2 

We  recommend  the  Department: 

A.  Develop  and  enforce  a  policy  requiring  each  institution  to  submit  patient 
service  information  on  a  timely  basis  to  allow  prompt  billings. 

B.  Ensure  staffing  is  adequate  to  enter  submitted  data  in  a  timely  m.anner. 


RESPONSE 

A.  Concur.   Part  of  the  plan  within  the  data  processing  modification  was 
to  have  direct  input  from  each  Institution's  service  area. 

B.  Concur. 


Recommendation  #3 

We  recommend  the  Department  establish  a  record  retention  schedule  in  accordance 
with  state  policy  for  documenting  support  of  service  costs. 

RESPONSE 

Concur. 


Recommendation  #4 

We  recommend  the  Department : 

A.  Actively  pursue  collection  of  accounts. 

B.  Separate  inactive  accounts  with  a  remote  chance  of  collection  in  a 
reasonable  period  of  time  and  not  record  the  receivable  in  the  accounting 
system. 
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RESPONSE 

A.  Concur.   We  will  pursue  them  within  our  capabilities. 

B.  Partially  concur;  however,  the  Department  will  continue  to  defer  the 
accounts  receivable  where  there  are  assets  and  the  probability  of 
collecting  against  those  assets  when  they  are  made  available  through 
estates  or  cash  outs. 


Recommendation  #5 

We  recommend  the  Department  maintain  accurate  account  receivable  ledgers. 

RESPONSE 

Concur. 

Recommendation  #6 

We  recommend  the  Department  refer  collection  problems  to  their  legal  counsel 
and,  when  necessary,  the  State  Auditor's  Office. 

RESPONSE 

Concur.   The  Department  will  consult  with  Department  legal  counsel  when  and 
if  necessary. 


Recommendation  #7 

We  recommend  the  Department  return  $15,478  to  the  State  General  Fund  for 
Indirect  Cost  Recoveries  above  the  appropriation. 

RESPONSE 

Concur.   This  has  been  done. 


Recommendation  //8 

We  recommend  the  Department  Implement  procedures  for  agreeing  SBAS  to  the  Fixed 
Asset  Accounting  System  and  for  properly  recording  purchases  in  a  timely  manner. 

RESPONSE 

Concur. 
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Recommendation  //9 

We  recommend  the  Department  not  loan  Federal  Grant  funds. 

RESPONSE 

Concur. 

February  28,  1982,  the  CSP  federal  grant  was  discontinued  and  the  letter  of 
credit  limit  was  reduced  to  $15,000  a  month  to  cover  expenditures  for  the 
Manpower  grant.  However,  indirect  costs  for  the  CSP  grant  had  to  be 
collected,  thus,  reducing  the  amount  of  available  cash  for  the  Manpower 
grant  and  making  it  necessary  to  process  an  enter  entity  loan. 

Recommendation  iHO 

We  recommend  the  Department  either  submit  reports  by  the  due  date  or  obtain 
approval  from  the  Grantor  to  extend  the  due  date. 

RESPONSE 

Concur. 
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